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Compliance With Requirements 
TO Hold Public Hearings 
On Use Of Revenue Sharing Funds 
To encourage citizen participation in the 
budgetary process, State and local govern- 
ments receiving revenue sharing funds are re- 
quired to hold two public hearings --the first 
on use of revenue sharing funds only; the 
second, on use of these funds in relation to the 
entire budget. 

All of the governments GAO reviewed held 
the second hearing as required. However, 
about 30 percent of the small communities 
did not hold the first hearing on revenue 
sharing funds only. 

Although the hearings were publicized, the 
fact that very few citizens attended either 
hearing raises doubt,s about their effective- 
ness in fostering citizen participation in 
budgetary decisions. The Subcommittee may 
wish to consider whether the requirement for 
the first hearing should be retained. Never- 
theless, the Office of Revenue Sharing should 
remind participating governments of the re- 
quirement to hold both public hearings. 
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The Honorable L.H. Fountain 
Chairman, Subcommittee on 

Intergovernmental Relations 
and Human Resources 

Committee on Government Operations 
House of Representatives 

Dear Mr. Chairman: 

In response to a request from your Office, we are 
reporting on citizen participation provisions of the 
Revenue Sharing Program. Comments obtained from Office 
of Revenue Sharing officials were considered in pre- 
paring the final report. 

On page 16 of the report, we suggest that the Sub- 
committee consider whether the requirement for the first 
hearing on proposed uses of revenue sharing funds only 
should be retained. On page 12, the report discusses 
the questionable value of that hearing. 

We trust that the information contained in the report 
will be helpful to the Subcommittee when considering 
extending authority for the Revenue Sharing Program 
beyond the current expiration date of September 30, 1980. 

Because we are making a recommendation to the Secretary 
of the Treasury, we are sending copies of the report to the 
Secretary and to the Director, Off ice of Revenue Sharing. 
We are also providing copies of the report to other com- 
mittees and Members of Congress and to others having respon- 
sibility for or an interest in the revenue s 

Comptroller General 
of the United States 





COMPTROLLER GENERAL'S COMPLIANCE WITH REQUIREMENTS 
REPORT TO THE SUBCOMMITTEE TO HOLD PUBLIC HEARINGS ON 
ON INTERGOVERNMENTAL USE OF REVENUE SHARING FUNDS 
RELATIONS AND HUMAN RESOURCES 
COMMITTEE ON GOVERNMENT 
OPERATIONS 
HOUSE OF REPRESENTATIVES 

DIGEST - - -- - - 

GAO's review at 181 State and local govern- 
ments showed that the governments held the 
second of two public hearings required by 
the Revenue Sharing Act, but many small com- 
munities did not hold the first required 
hearing covering proposed uses of revenue 
sharing funds only. 

The Revenue Sharing Act was amended in 1976 
to require jurisdictions receiving revenue 
sharing funds to hold two separate public 
hearings: (1) an initial public hearing 
covering proposed uses of only revenue 
sharing funds and (2) a later public hearing 
on the proposed uses of revenue sharing funds 
in relation to the entire budget before the 
final budget is enacted into law. The 1976 
amendments and the implementing regulations 
rare designed to assure that reasonable oppor- 
tunity exists for citizens and groups to be 
informed and make their views known during 
both the budget planning process and the 
Ifinal budget enactment process. (See p. 1.) r- 
GAO made its review at 13 State governments 
and 168 local governments, which included 13 
counties and 155 cities, towns, and villages. 
Of the 168 local governments, 164 had popula- 
tions of 10,000 or less. GAO concentrated its 
review efforts on smaller local governments 
because two recent studies by other groups 
covered citizen participation aspects of the 
revenue sharing program for larger communities. 
(See p. 18.) 

All of the State and local governments reviewed 
complied with the requirements for holding the 
second revenue sharing public hearing on the 
entire budget. The State governments and most 
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of the local governments also met the require- 
ment for the first public hearing on proposed 
uses of only revenue sharing funds. However, 
about 30 percent of the local governments did 
not hold that hearing, (See p. 6.) 

The governments reviewed generally had been 
holding public hearings as part of the budget 
formulation process for a number of years. 
Therefore, the Revenue Sharing Act’s require- 
ment for a hearing on the proposed uses of 
revenue sharing funds in relation to the entire 
budget did not introduce a significant change 
in those governments. The requirement for 
another hearing which covered proposed uses 
of revenue sharing funds only, however, was a 
new step which may partly explain why so many 
communities did not hold the hearings. (See 
P- 4.1 

GAO was unable to document the level of citi- 
zen attendance at the hearings because most 
governments did not record such information. 
According to local officials, the hearings 
that were held were very poorly attended and 
therefore appeared to have little, if any, 
effect in influencing budget decisions. While 
the minimum requirements for publicizing the 
hearings were complied with, citizens and 
special interest groups interviewed preferred 
to influence budgetary decisions by maintaining 
continuous contact with executive and legisla- 
tive officials throughout the year. (See pp. 9 
and 15,) 

The first hearings cover proposed uses of only 
revenue sharing funds. Due to the interchange- 
ability of money, revenue from various sources 
loses its identity in the budget and expendi- 
ture process. Therefore, GAO and others 
believe that budgeting for revenue sharing 
funds separately from other sources tends to 
be meaningless. (See p. 12.) 

Accordingly, the Subcommittee may wish to 
consider whether the requirement for the first 
hearing should be retained. Nonetheless, to 
ensure compliance with existing revenue sharing 
legislation, GAO recommends that the Secretary 



of the Treasury emphasize to recipient govern- 
ments the legal mandate to hold the first 
public hearing covering proposed uses of 
revenue sharing funds only. (See p. 16.) 

AGENCY COMMENTS -- 

GAO requested written comments from the 
Secretary of the Treasury, but they were not 
received in time to be incorporated in the 
report. However, oral comments from officials 
of the Office of Revenue Sharing were con- 
sidered in preparing the final report. 
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CHAPTER 1 

INTRODUCTION 

The State and Local Fiscal Assistance Act of 1972 
(P.L. 92-512, 86 Stat, 919), commonly called the Revenue 
Sharing Act, provided for the distribution of $30.2 billion 
over a 5-year period to the 50 States, the District of 
Columbia, and about 39,000 local governments. Amendments 
to the act in 1976 (P.L. 94-488, 90 Stat. 2341) extended 
the program through fiscal year 1980 and authorized an 
additional $25.8 billion. 

The revenue sharing program enables the Federal Govern- 
ment to provide financial assistance to State and local 
governments while allowing them the flexibility to use the 
funds for what they consider their most vital needs. 

The Office of Revenue Sharing (ORS), Department of the 
Treasury, administers the revenue sharing program, including 
distributing funds to State and local governments, estab- 
lishing regulations for the program, and providing accounting 
and auditing procedures, evaluations, and reviews to ensure 
compliance with program requirements. 

PUBLIC HEARINGS REQUIRED 

The initial Revenue Sharing Act of 1972 contained 
limited requirements for the public to have a voice in the 
use of revenue sharing funds. Recipient governments were 
required to publish reports of planned use and, later, of 
actual fund use. During the 1975-76 congressional debates 
on renewal of revenue sharing, considerable attention was 
focused on the degree to which local citizens and groups had 
an opportunity to have their views considered in the local 
budgetary and decisionmaking process. An important part of 
this issue was the degree to which citizens and groups were 
informed about the budgetary process, proposals maded and 
decisions reached. 

The Revenue Sharing Act was subsequently amended in 
1976 to require jurisdictions receiving revenue sharing 
funds to hold two public hearings: the first on the proposed 
uses of revenue sharing funds only and the second on the pro- 
posed uses of revenue sharing funds in relation to the entire 
budget. lJ The 1976 amendments and subsequent regulations 

l-/See 31 U.S.C. 1241. For ORS implementing regulations, see 
31 Code of Federal Regulations, Subtitle B, Part 51. 
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established Iry OR5 are designed ta help assure that citizens 
and groups have a reasonable opportunity to be informed and 
to make their views known to local officials during both 
the budget planning process and the budget enactment process. 

First I Wm...-.-.-- hearing focuses on ~I_ - , -Il..-----I--I 
revenue shar mg funds ___“,.-__-_-.--.-_--.__- -. -_-- 

The Revenue Sharing Act, as amended, requires that at 
laast. 7 days before the proposed budget is presented to the 
governmental badly responsible for enacting the budget, a 
publ.ic hearing be held at which local citizens and groups 
can present written OK verbal comments on how they think the 
revenue sharing money should be spent. ORS regulations 
require that at least 10 days before this hearing, the 
pilbl,ic must be notified in at least one newspaper of general 
circulation of the time and place of the hearing, the 
subject(s) to be discussed, and the public”s right to submit 
written and/or oral comments. The act authorizes ORS to 
waive the first hearing requirements if the costs associated 
with adherence to those requirements would be unreasonably 
burdensome in relation to the recipient’s revenue sharing 
entit.l.ement l 

Second hearing focuses on revenue --=--“7-------- sharlg funds ins context of total budget --, - -----------1__ 

The act requires the governmental body responsible for 
enacting the budget to have one public hearing on the pro- 
posed use of revenue sharing funds in relation to the entire 
budget before enacting the budget. ORS regulations provide 
that bicameral State legislatures may hold the hearing 
before a committee in each house or before a joint committee 
of hoth houses. Alternative budget hearing processes may be 
used if State or local law provides for a budget process 
that includes a public hearing allowing all citizens the 
opportunity to participate. The hearing must be held at a 
place and time whi.ch will encourage public attendance and 
participation. 

Citizens must be given a reasonable opportunity during 
the hearing to ask questions concerning the entire budget 
and the relationship of revenue sharing funds to that 
budget, as well as to express their views either verbally 
or in writing. 

At least 10 days before the hearing, the proposed uses 
of revenue sharing funds, a summary of the entire proposed 
budget, and the notice of the time and place of the hearing 
must be published in one newspaper of general circulation 
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in the geographic area of the government. This material 
must also be available for public inspection in the prin- 
cipal office of the government (or an appropriate public 
place if the government has no principal office.) 

If State and local law establishes a time period for 
advance notice of hearings, that time period will apply 
instead of the lo-day provision: however, the notice of the 
budget hearing must always be published at least 3 working 
days before the hearing. 



C H A P T E K  2 
-----w-e 

STATES Al\lD MOST SklALt LOCAL GOVERNMENTS VISITED _ .,"--1..-_-_-.- ___,-l_------_- .--- II- ..--_ es- SW.---.-+.-.---.- 

ARE COMPLYING WITH PUBLIC HEARING -"..-- II..-I-_I-----~-"-I--------.I--I 

REQUIREMENTS --BUT I_.j.,I __*- ,.,--M.C------- THERE AA-ERQBLEMS -_I- 

Because the governments revieked generally had been 
hcrJ,ding public hearings as part of the budget formulation 
p 1: 0 CI e 9 s t Cl r sever a.l year s , they readily adopted and complied 
with the revenue sharing program requirement to hold a hear- 
in<\ on the proposed uses of revenue sharing funds in relation 
to the entire budget. However, the program requirement to 
hold an earlier hearing covering proposed uses of revenue 
sklaring funds only introduced a new budget step, and many of 
the communities we visited did not hold that first hearing. 
Ac:cor.clnnc~ to .Loc:a%. officials, even the hearings that were 
he;l,d were very poorly attended and therefore appeared to 
have I,itt.Ie, if any I ekfect in influencing budget decisions, 

Most officials and citizen groups interviewed questioned 
the usefulness of t.he first hearing on the proposed uses of 
revenue sharing funds only, primarily because they believed 
that more effective means were available to the public for 
Influencing budget deci,sions. In addition, we believe that 
the designation of uses for revenue sharing funds tends to 
be meaningless. Because such funds are commingled with total 
funds available to a government for budgetary purposes, it 
is impossible to objective1.y identify the effect of revenue 
snaring runds on specific activities. Accordingly, since 
the second hearing required by the act gives citizens the 
opportunity to react to the total budget (including revenue 
sharing Itunds), the tirst public hearing covering the uses 
c>f revenue sharing funds only has questionable value. 

ALL STATE AND LOCAL GOVERNMENTS l-.---l---_l_--.---.-------.------- 
HELD THE REQUIRED SECOND HEARING -...1-1 .I,_ I.-~~__~-l”--..~--l~l~~~---.L----~~----- 

All. State and local governments we visited--181 in 
a 1. .i. --held the required second public hearing. 

Eight of the 13 States visited set up special joint 
cummittees of their house appropriations or ways and means 
committees and senate appropriations, finance, ways and 
means I OK budget committees’to conduct the revenue sharing 
budget hearings. The other States incorporated revenue 
sharing matters in their regular budget hearings, or commit- 
tees of each house l-leld separate hearings on the revenue 
sharing tunds. 



Because some State budqets cover a 2-year period, they 
hold budget hearings only every 2 years. Four of the States 
included in our review--Indiana, Iowa, Ohio, Virginia--had 
a 2-year budget cycle. 

State leqislatures are usually in session for at least 
several months, and during that period legislative and appro- 
priation committees hold public hearings where citizens can 
make their views known on many programs and subjects, For 
example, Indiana officials said that the legislative budg- 
etary process covers a 6-month period. During that time 
as many as 75 to 100 advertised public hearings may be held, 
some involving revenue sharing funds, at which citizens 
can make comments. 

The 13 counties reviewed were generally governed by a 
board of commissioners or supervisors, performing both 
executive and legislative functions. One county had an 
elected county council acting as the legislative body and an 
elected county executive responsible for the executive func- 
tion. The county boards and councils conducted regularly 
scheduled public meetings that included financial and budget 
matters. The frequency of the public meetings varied from 
at least monthly to as many as twice a week. Because pub1 ic 
discussion of the use of revenue sharing funds was incor- 
porated in one of these regularly scheduled meetings, the 
revenue sharing program requirements did not impose any 
significant changes in their normal budgetary practices. 

The two cities with populations over 10,000 included in 
our review had separate executive and legislative branches. 
Both cities had an elected mayor, an elected city council# 
and an appointed city administrator. The councils held open 
public meetings regularly as required by State law or city 
charter. Budgeting for revenue sharing fundsl then, was 
easily absorbed into their regular public budget hearings, 

The other group of local governments included in our 
review consisted of 153 small cities, towns, townships, and 
villages with populations of under 10,000. Over 55 percent 
of these communities had less than 2,000 people. In these 
mostly rural communities, town business did not require a 
great deal of attention --the elected officials and paid 
employees, if any, worked only part-time on government 
affairs. 

Almost all of the small communities were governed by 
a mayor and a board--city council, board of trustees, or 
board of aldermen. In regular public meetings, conducted 
at least monthly, the mayor and the board discussed and 
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voted on community business, including financial and budget 
matters. The requirement for public discussian on the use 
of: revenue sharing funds was met by merely including thase 
funds on the agenda of the annual budget meetings. 

Several of these small communities had unique situations. 
b’o c example, 2 towns --1 in Georgia and 1 in Missouri--with 
300 to 500 residents did not have formal budgets. The mayors 
and councils held regular monthly public meetings, and 
expenditure decisions were made at those meetings as the 
r:eed arose. As explained by one town citizen, “the only 
budget they have is at these council meetings when they vote 
to buy something, if they have the money--if they don’t have 
t:hcz money, they don’t buy it.” 

In another instance, a Missouri village of 300 people 
deliberately did not comply with the revenue sharing hearing 
tequirements in 1979 because village officials decided to 
withdraw from the program. For the last several years, 
village revenue had exceeded expenses and the village had 
eccumulated a sizeable surplus. Because the village was 
financially well off, it informed ORS that it no longer 
wanted its annual entitlement of about $1,100. The mayor 
expressed the view that revenue sharing funds were fine for 
these cammunities which needed the money but that his com- 
munity did’snot need the funds. 

$&~NY LOCAL GOVERNMENTS DID NOT 
HOLD THE REQUIRED FIRST HEARING i ..- --.- 

All of the States and almost all of the counties 
reviewed held the required first hearings. But 2 of the 13 
counties and 48 (about 30 percent) of the 155 communities 
did not hold the first public hearing covering the proposed 
uses of revenue sharing funds only. One of the two counties, 
governed by a board of supervisors, believed it did not have 
to hold the hearing because the budget was not presented by 
one governmental body to another governmental body for enact- 
ment. Although ORS regulations initially provided that 
recipients were not required to hold the hearing under those 
circumstances I the regulations were later revised to provide 
otherwise. The county was not aware of the change--it was 
guided by an outdated ORS “Fact Sheet.” 

A board of county commissioners in the other county 
held annual publicized budget meetings, as required by State 
1.?iW, and monthly public meetings. At these public meetings, 
a list showing details of each expenditure claim, including 
those to be paid from revenue sharing funds, was presented 
to the county commissioners for payment approval. The 
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